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ISRAEL - KEY ECONOMIC INDICATORS 


All values in Israeli Pounds (IL) 
Million, unless otherwise stated 


1974 1975 1976 Ber 
INCOME, PRODUCTION, EMPLOYMENT 
GNP, current prices 52,980 74,864 96,717 E 29 
GNP, constant 1974 prices 52,980 53,192 53,883 E ] 
Total resources, current prices 92,520 132,672 169,601 E 28 
Government Budget (a) 40,818 64,604 92,897 44 
GNP Per Capita, current prices (IL) (b) 15,684 21,668 27,391 E 26 
Construction Starts (1,000 sq.m.) 7,585 6,155 4,810 -22 
Average Unemployment Rate (%) / : 3.6 16 
Average Wage (IL per month) (c)(e) 3,237 (Nov.) 
Productivity Growth per Worker (%) ; ‘3 0 -- 
Industrial Production Index (1968=100)(b) ‘ : 184.7 E 5 
Average Population (thousands) 3,455 3,531 


MONEY AND PRICES 

Money Supply (c) 10,614 13,486 
Foreign Debt ($ Million) (c) 7,617 9,281 
Domestic Debt (d) 35,825 49 ,458 
Interest Rate (Big Banks) 24 31 
Wholesale Price Index (1968=100)(b) ; 336.7 440.6 
Consumer Price Index (1969=100)(b) ; 313.1 411.2 


BALANCE OF PAYMENTS AND TRADE ($ Million) 

Foreign Exchange Reserves (c) 1,183 1,373 

Balance of Payments, Goods & Services +/- -4,038 -3,223 -20 

Balance of Trade +/- -2,230 -1,710 -23 

Commodity Exports, f.o.b. 1,941 2,414 24 
U.S. Share 308 436 42 

Commodity Imports, c.i.f. 4,171 4,124 - 1 
U.S. Share 999 892 -11 

Tourists Arriving (thousands) 620 797 29 
U.S. Share 169 224 33 


Main imports from the United States in 1976 ($ million) (E): agricultural products - 
329; machinery and electrical equipment - 194; transport equipment - 92; rough 
diamonds - 52; chemicals - 50; metal products - 42; paper, carton, and books - 36; 
optical and measuring instruments - 29; textiles and clothing - 22. 


Footnotes: ) Fiscal year beginning April 1 E Estimate 
Annual average (f) Percent change from same period 
) As of December 1 in previous year 
) As of March 31 (f) Data not available for entire 
) Excluding accompanied payments year; percent change is from 


same period in previous year. 
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Summary 


The Israeli economy remained sluggish in 1976. GNP rose at 
only 1.3 percent in real terms and inflation accelerated 

again to 38 percent. Although industrial production and 
exports showed healthy growth, most other sectors of the 
economy continued to stagnate or even decline. The Government 
is having little success in its efforts to restrain wages and 
consumption and to shift resources to the export sector. 

Real private consumption rose by 5 percent in 1976. 


The balance of payments account on goods and services showed 
a deficit of $3.2 billion in 1976, an improvement of $800 
million over 1975's figures. The improvement was due to a 
16.6 percent increase in exports, while imports declined 
slightly. The merchandise trade deficit was $1.648 billion, 
excluding direct defense imports. Strong areas in export 
growth included industrial goods and agricultural exports 
other than citrus. The deficit on goods and services account 
was financed by net capital imports of over $3.3 billion. 
Israel received $2.282 billion in unilateral receipts, prin- 
cipally U.S. Government grants, restitution payments by West 
Germany, and contributions from the world Jewish community. 
Long- and medium-term loans amounted to $1.7 billion, mainly 
U.S. Government loans, commercial bank loans, and Israel Bond 
sales. Net foreign investment remained low. 


The outlook for 1977 is mixed for the short term, although 
some observers predict an upturn later in the year. Recent 
substantial wage increases will lead to higher inflation 

as well as increased private consumption. Moreover, the pace 
of "creeping" devaluations of the Israeli pound may have to 
be stepped up to keep the export sector competitive. 


U.S. exports to Israel amounted to about $892.2million., 21.6 
percent of the Israeli market. With imports increasing some- 
what in 1977, the U.S. should at least maintain its market 
share. Best prospects for U.S. exporters are in the following 
areas: electronic equipment components and high-capacity test 
equipment; metalworking machinery; chemical processing equip- 
ment; production process control instrumentation; and com- 
puters and peripheral equipment. 


National Accounts 


Economic activity remained slack in 1976 after a year of 
little growth in 1975. Gross national product grew in real 
terms by only 1.3 percent. In 1976 the import surplus 
dropped by 20 percent as imports (mainly of defense items) 





declined slightly and exports rose sharply. Private con- 
sumption rose by 5 percent in real terms in 1976, and 
investment continued to fall. 


Industrial production rose by 5 percent in 1976, helped 
along by growth in industrial exports. However, the con- 
struction sector in particular was in serious difficulties 
with a slight drop in private residential building and heavy 
cuts in spending on public housing. 


Private consumption reversed a previous downtrend and rose 
by 5 percent in 1976. Although officials forecast only a 
slight increase in consumption in 1977, the spate of wage 
increases won by industrial and public service workers in 
early 1977 is likely to bring consumption spending well 
above the projected rate. Overall private investment has 
declined due to the fall in domestic demand and high interest 
rates, and it appears that even with some investment shift 
into the export sector, demand for capital goods will remain 
soft. An upswing in demand could change the outlook for 
capital goods expenditure, of course, but at present, given 
the usual lags between demand growth and investment, any 
expansion in investment will take place well into 1978 at 
best. Government investment and consumption also dropped in 
1976. Investment in public housing dropped by 27 percent in 
1976, and an additional 49 percent cut is planned for 1977. 


Foreign Trade and Payments 


(A) Commercial Policy. The improvement in the balance of 
payments (goods and services) was a bright spot for 
the Israeli economy in 1976. The improvement of $800 
million--from a $4.0 billion deficit to a $3.2 billion 
deficit--was higher than the most optimistic official 
forecasts. Although some of the improvement was due to 
delayed defense imports which will enter Israel in 1977 
rather than 1976, and another part due possibly toa 
temporary reduction in inventories of importables, the 
improvement caused by endogenous factors amounted to at 
least $300 million. Improvement in the balance of 
Payments accounts is a major, perhaps the major, economic 
policy goal of the Israeli Government. After historically 
running current deficits in the range of $1 billion, the 
deficit reached $4 billion by 1975. The deterioration 
was originally caused by excess domestic demand, sharply 
increased defense imports, and the worldwide fuel/food 
price rises in the 1973-74 period, and continued with 
near full employment and no significant improvement in 





exports until 1976. Government policies to improve 
exports have included macro- and micro-economic measures. 
The slowdown in the economy dampens the rise in imports. 
At the same time, incentives tied to the value added 

in various industries have provided higher profitability 
for exports over domestic sales. Preferential terms 

are given to investors in export industries, including 
grants covering the costs of fixed assets. The Israeli 
agreement with the Common Market calls for EEC tariffs 
on Israel's main industrial exports to be abolished by 
July 1, 1977. Israel also benefits from the generalized 
preferences granted developing countries' exports by the 
U.S., EEC, and other developed countries. 


There are several problems which the Israeli economic 
policymakers must solve before the GOI can significantly 
improve the balance of payments further. In the election 
year 1977, many workers have been able to obtain hefty 
wage boosts which have the effect of sharply increasing 
the demand for imports. Political pressure on a coalition 
government after the election may very well bring about 
excessively expansive internal economic policies before 
needed basic structural changes are made. With an eye 

to promoting immigration, the Israeli Government has 
tried to achieve these structural changes without 
introducing severe austerity measures. 


There has still not been a significant shift of labor 
into the industrial sector. Since more resources are 
needed if industrial exports are to continue to grow, 

a wage premium for these workers should be maintained. 
It is not clear that this will be possible if service 
workers--especially public service workers--are able to 
keep up pressure for wage hikes. 


Exchange Rate Policy. During 1976, the Government con- 
tinued its policy of creeping devaluation of up to 2 
percent per month. The policy is designed to keep 
Israeli exports competitive by at least offsetting the 
difference between the Israeli inflation rate and world 
inflation rates. The creeping devaluation appears to 
have prevented expectation of large devaluations and 
major speculation against the pound. The Israeli 

pound has been tied to a basket of currencies (U.S. 
dollar, Deutsch Mark, French franc, British pound, and 
Dutch guilder) since July, 1976. The rate dropped by 
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about 23 percent in 1976, and at the end of March, 1977, 
the basket rate for the pound was equal to IL 9.42. The 
U.S. dollar rate was $1=IL 9.28. 


Reserves and Foreign Debt 


According to IMF figures, Israeli reserves amounted to $1,373 
million at the end of 1976. Although far from a comfortable 
figure as far as Israeli officials are concerned, the re- 
serves are up from $1,183 million at the end of 1975. Short- 
term debt meanwhile declined to $810 million from $927 
million at year end 1975, even though total foreign debt 

rose to $9.3 billion from $7.6 billion. Although the debt 

is rather large for a country of this size, it should be 
noted that well over half of the total is owed to Israel 

Bond holders and the U.S. Government with terms which are 

far from onerous. Israel has maintained a good credit rating 
and has not had major difficulty in obtaining commercial bank 
loans in the United States market or in the Euro markets, 
although it obviously prefers to lengthen the term structure 
of its borrowing. 


Financing the Current Account 


The deficit on goods and services, as noted above, amounted 
to a little over $3.2 billion in 1976. The deficit was 
financed by net long- and medium-term capital imports of 
almost $3.4 billion. A large part of the deficit--over $2 
billion--was covered by U.S. Government grants and loans, 
with Israel Bond sales, unilateral transfers from the world 
Jewish community, German restitution and ordinary commercial 
loans making up the rest. The Israeli Government hopes to 
continue financing the deficit in this manner until it 
brings its non-military current account into balance, which 
it hopes to do in the next three years. Foreign investment 
plays only a small role in net capital imports, and no major 
increase in net foreign investment above the $25 million 
level of 1976 is foreseen in the near future. While World 
Bank and IMF credits have played a role in financing past 
deficits, less than $50 million is expected in multilateral 
agency funding in 1977. 


Public Finance 


The proposed budget for 1977 amounts to IL 122.5 billion, 
compared with IL 87.6 billion in 1976. Public expenditures 
in the civilian sector should increase slightly in real terms 
in 1977. 


Transfer payments and subsidies on basic necessities are 
part of the social policies followed by the Government, and 
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cuts in these areas are unlikely for political reasons. 
These payments should grow with inflation so as to keep 
outlays at least constant in real terms, with possibly a 
1-2 percent rise. Investments in social services and 
current expenditures on welfare will be cut where possible 
so that, relatively, the welfare outlays by the Government 
should drop. 


Government revenues are projected in the State Budget to 
rise to IL 117.5 billion. The increase in domestic revenues 
of IL 26.8 billion will be raised by improved collection of 
taxes following the introduction in July 1976 of a value 
added tax, an inflationary boost to tax levies at constant 
rates and some recourse to the local bond market. The 
deficit of at least IL 5 billion will be financed mostly 

by borrowing from the Bank of Israel, Israel's central bank. 


The financing of the state budget deficit has tended in 
recent years to make more difficult the efforts of the 
monetary authorities to run a restrictive monetary policy. 
In the absence of an effective wage and price policy, the 
public sector deficit is more and more directed toward 
funding consumption-type expenditures which lead to in- 
flationary pressures and increases in imports, with a nega- 


tive effect on the trade gap. In the circumstances, the 
monetary authorities have little choice but to attempt to 
apply ever more restrictive policies in money and credit 
creation, with corresponding difficulties arising in local 
financial markets. 


Prices and Incomes 


Inflation, which dropped to "only" 23.5 percent in 1975 
following 1974's disastrous 56.2 percent, rose sharply in 
1976 with a January-to-December jump of 38 percent. The 
Government lists reduction of inflation as a major policy 
goal, but after workers in private and public sectors won 
major wage hikes in early 1977, it will be hard put to 
attain its modest--by recent standards--goal of a 25 percent 
inflation rate. Unless a stringent wage and price policy 
is adopted and implemented this summer (after the new 
Government is formed)‘, the outlook is for an inflation rate 
of 30 to 40 percent. 


Wages rose in real terms in 1976 after declines in 1974 and 
1975. Industrial wages continued to grow and moved well 
ahead of the average, while public service workers, com- 
prising over one-third of the work force, saw their real 





wages decline. The rise in public service wages in early 
1977 should enable civil servants as a whole to recoup most 
of the losses they suffered in the 1974-76 period. The 
recent wage increases may very well have the effect of 
raising private consumption expenditures back up to a level 
appropriate to what Israelis have considered their real 
income growth path. If so, the effect would tend to frus- 
trate the Government efforts to shift resources from industry 
and services devoted to domestic consumption to the export 
sector. The wage increases may therefore cause major diffi- 
culties on both the inflation and balance of payments fronts. 


Employment and Productivity 


The average unemployment rate during 1976 rose slightly from 
3.1 to about 3.6 percent. By western standards, this rate 
is quite low in a recession period--indeed, the unemployment 
rate was at 3 percent in early 1974 and has changed little 
since, in spite of the economic slowdown. The official 
forecast is that the average unemployment rate will rise to 
5 percent in 1977, very high by Israeli standards. It is 
very doubtful that the rate will rise that far, given 
Israel's social priorities. However, some softening of the 
labor market appeared in late 1976 and the statistics hide 
some underemployment. As might be expected, productivity 
has not shown any improvement, as excess workers are kept 

on at some establishments, though not efficiently employed, 
sO as to preserve a firm's human capital investment, rather 
than lay off trained workers who might eventually be replaced 
by others who need training. If an economic upturn should 
start by year end 1977, we should begin to see some improve- 
ment in productivity. 


Implications for the United States 


U.S. exports to Israel in 1976 amounted to about $892.2 
Million, 21.6% of the Israeli import market. 


Israel hopes to expand its exports as part of its major 
policy goal of improving the balance of payments on current 
account. Its free trade agreement with the European 
Community gives its exporters a good opportunity to make 
inroads into the European market. Israeli exporters also 
benefit from the import preference scheme (GSP) of major 
industrial countries like the U.S. and export prices are 
kept competitive by the policy of creeping devaluation. 





U.S. investors and sellers can take advantage of the export 
promotion policy by providing capital goods which increase 
Israel's competitive position. Machinery which tends to 
decrease labor intensity in a given exporting industry is, 
of course, a good prospect in a fully employed economy with 
a relative shortage of skilled production workers. Capital 
intensive investments in export industries could offer a 
promising return. Best prospects for U.S. exporters are: 
electronic equipment components; high-capacity test equip- 
ment; metalworking machinery; chemical processing equipment; 
production process control instrumentation; and computers 
and peripheral equipment. 
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INDEX TO FOREIGN MARKET REPORTS 
can be such a tool. Published by the U.S. 
Department of Commerce, it lists a wide 
variety of documents containing a wealth of 
information for the overseas marketer. The 
Index catalogs spot news and timely surveys 
of industrial, commodity, commerical, and 
economic conditions in more than 100 
countries. 

Included is all in-depth market research 
performed by Commerce's Bureau of Inter- 
national Commerce (BIC) required for the 
target industry program or in support of the 
Department's participation in international 
promotional events. 

About 100 reports sent to Washington by 


U.S. Foreign Service Officers are received 
and indexed each month. 


Annual subscription for 12 issues of the 
FMR Index is $10. Subscribers to the Index 
will be charged between $2 and $10 for 
documents depending on their length. 


For additional information 
or to subscribe, write 


National Technical Information Service 
Box 1553, Springfield, Virginia 22161 


BIC’s Export Information Division 
Room 1063, U.S. Department of 
Commerce, Washington, D.C. 20230. 
Telephone 202-377-2504. 
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But today, you need 
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PUBLISHING 


to keep up with what’s going on in the more than 40,000 companies that comprise the U.S. 
graphic communications industries. 


Printing and Publishing is the U.S. Department of Commerce’s authoritative quarterly review 
that provides the facts and figures on employment, earnings, production, exports and imports, 
and other key industry areas. A $3 year’s subscription brings you fresh data plus analyses of 
current conditions and trends from the Bureau of Domestic Commerce. 


Return this coupon now to start your subscription. 


ENTER MY SUBSCRIPTION TO PRINTING AND PUBLISHING. C 41.18 ] Remittance Enclosed 

at $3.00. Add $.75 for foreign mailing. No additional postage is required for mailing (Make checks payable 

within the United States or its possessions. to Superintendent of 
Documents) 


Charge to my Deposit 
Account No. 


PLEASE PRINT 


MAIL ORDER FORM TO: 
Superintendent of Documents 
Government Printing Office 
Washington, D.C. 20402 








